U.S. TRADE AND DEVELOPMENT AGENCY

EXECUTIVE SUMMARY
Establishment and Operation of Internet-Based Communications Centers

January 2001

U.S. Firm: i-world.com

Main Contact Name: Mr. Ron Wathan
Current Phone: 212-532-9195

Fax: 212-481-6036

TDA Activity Number: 2000-80013B
Region: New Independent States
Country: Georgia

Sector: Telecommunication

NTIS Number: PB2001-103803



|. EXECUTIVE SUMMARY

a) I nt roducti on

The idyllic Georgia that John Steinbeck and countless others grew to | ove
no | onger exists. After seventy years of Conmunist rule and ten years of
"denocratic refornf, Georgia is now racked by econonic hardshi p of unusual
proportion, ranpant corruption and overwhel m ng despair. Wile the md-nineties
brought fleeting hope and a degree of short-lived prosperity, 2001 finds a
virtual ly devastated popul ation. As a result of a confluence of global and
regional factors- as well as systematic corruption- the governnent is often
unable to neet the basic economi c and social needs of its citizens.

Significantly, Russia's inmposition in Decenber, 2000 of visa requirenents
for Georgian citizens wishing to enter the Russian Federation- in conjunction
w th Moscow s suspension (and qui xotic renewal) of natural gas supplies to
Georgi a-presents additional difficulties for an already precarious Ceorgian
governnment. Does Ceorgia adhere to its pro-Wstern orientation and stated
commitment to inplenent critical econom c and denocratic reforns? O, does
Georgia make difficult concessions to Mbscow and, in fact, cede part of its
sovereignty- including withdrawing its insistence on the closure of Russian
mlitary bases on CGeorgian soil. Such concessions mght result in additiona
Russi an supplies of electricity and gas, a promise that control of Abkhazia would
be restored and/or a range of assurances that Russia would not seek a stronger
"affiliation" with, and influence in, Georgia. Wiile pro-Wstern reforners in the
Geor gi an governnent seek to

resolve these difficult questions these very individuals, anong nmany ot her
| eaders, have been unable to find workable solutions to Georgia's
overwhel m ng economi c, social and political problens.

What has not changed in Georgia in the nore than fifty
years since John Steinbeck nade his poignant observation is
the resiliency of the CGeorgian people, their respect for
education and willingness to do anything for their children.
Education is everything. Nothing neans nore to a Georgian
famly than the education of their sons and daughters.

Ceorgi ans inherently understand better than anyone and
notw t hstandi ng rel ative inconme |evels- that education wll
bring provide a child with a ""better” life- no matter how the
term"better" may be defi ned.

Wth per child funding for education the lowest in the world, the Mnistry
of Education, neverthel ess, nanages to provi de basic and sound educati onal
prograns to hundreds of thousands of children throughout the country. Wth a
M nistry conprised of conmtted professional educators, Mnister Kartozia and
Deputy M nister Sanadze are at the forefront of those officials in Georgia who
truly desire a better life for the country's young people. They performtheir
duties selflessly and without fanfare. However, despite the Mnistry's Hercul ean
efforts, there is mninmal central and regional support and neager financing for
school prograns, nush lees, for newinitiatives. This has resulted in an
el ementary and secondary school systemthat is often incapable of providing even
t he basic essentials of a "western" style education- including salaried (and
pai d) teachers and heated cl assroons.

Accessi bl e school libraries, textbooks and school supplies are in very short
supply while conputers and Internet access are, literally, non-existent. d asses
often take place without heat or electricity. Many Georgian famlies, nore or
less willingly, provide "supplemental" financial assistance to their child's
school ing by maki ng direct cash paynments to the school the child attends. The
ostensibly "free" Georgian public school system would be unable to provide even



the m ninmal basic services it presently offers, including paying teachers
sal aries, wi thout such direct cash contributions fromthe population it serves.
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It is within this context that the Feasibility Study for the proposed
'"Establi shment and Operation of I|nternet-based Comruni cations Centers in
Georgia" ("the Project") was undertaken in April, 2000 by i-world.cominc.,
(i-world" or the "Conpany”), a New York Internet and tel econmuni cations

conpany.

As set forth below, the Project was intended to be a for-profit, commrercial
busi ness venture that woul d provide Georgians reliable and cost-effective access
to Internet and other Internet-based tel ecommunications facilities through the
provi sion of Internet-ready conputers in elenentary and secondary school s.
School children woul d be able to utilize these facilities, free of charge, while
fees would be charged to community residents to access the conmunications
centers' wide array of Internet and tel ecomunications services and conputer
educati on courses.

b) The Feasibility Study

In January, 2000, in response to a request from Georgi an President Eduard
Shevar dnadze and Ceorgi an Anbassador to the United States, the Hon. Tedo
Japaridze, i-world was formed by its executive managenent and sharehol ders. i -
wor | d subsequently submitted a proposal for funding to the United States Trade
and Devel opnment Agency ("USTDA"') for the partial financing of a Feasibility
Study. The purpose of the proposed Feasibility Study was to ascertain whether a
commercial enterprise intended, inter alia, to provide conmputers and Internet
access, free of charge, to Georgi an school children could be undertaken as a
conponent of a larger and for-profit Internet/tel ecomrunications venture in
Georgia. It is within this framework that i-world was retained by the Mnistry
of Education of Georgia to evaluate the possibility of the construction and
operation of a series of Internet-based Conmunications Centers situated in
Ceorgi an elenentary and secondary school s.

i-world' s Feasibility Study was intended to assist the Mnistry in making
key financia andstr at egi ¢ deci si ons concerning the comrercial viability of
bui | di ng and operating these fee-based comuni cati ons centers in conjunction
with providing free Internet-ready conputers (and rel ated conputer service and
Engli sh | anguage i nstructional prograns) to Ceorgia' s school children.
Specifically, the Feasibility Study was intended to ascertain, anong other
matters, consuner
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demand, tel ecomunications infrastructure support, |evels of Georgian (and

ot her) governnental and commercial support, potential utilization by the
popul ati on, potential Project financing and consuner paynment options. Based on
the phased results of the Feasibility Study, i-world would also ascertain

whet her a conbi nati on of a) sharehol der/investor equity; and b) private/public
financing would be available in order that a comrercially viable enterprise
could be initiated.

In close conjunction with the Georgian Mnistry of Education- and pursuant
t o financing from USTDA- i-worl d conducted a conprehensive Feasibility Study during
the eight nmonth period of April, 2000 through January, 2001, including a
conpr ehensi ve, country-w de Market Survey of over 5,900 Georgi an househol ds. The
objective of the Feasibility Study was to determ ne whether the "Internet in the
School s" program coul d be achi eved as a conponent of a nore expansive and for-
profit, commercial enterprise. i-world conducted, anmong other things, a
techni cal, economc, marketing and regul atory assessnent of the
t el ecommuni cations and Internet sectors, Project financial projections as well



as a conprehensive projection of potential availability of equity and/or debt
financing- fromboth private and public sources.

b)

Summary of Concl usi ons and Recommendati ons

The i-world Final Report discusses the following findings in greater

detai |l bel ow

4)

5)

6)

7)

1) The Market Survey reveal ed that while conmputer penetration is
approxi mately 8% throughout CGeorgia, Internet access is
approxi mately 5%

2) Prevailing demand, however, within all sectors of the Georgian
popul ation-is very high for Internet-ready conputers, cost-effective
I nternet access and conputer/English | anguage instructional
progr ans;

3) The Georgi an popul ati on does not presently have the
necessary "di sposable” ( or any other incone) to
utilize the fee-based Internet and
t el ecomuni cati ons services contenpl ated by
worl d's Comuni cations Centers. It would be entirely
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unrealistic to assune that the popul ati on woul d be able to nake such
expenditures in the present Georgian econom ¢ environnment- particularly in an
anmount sufficient to offset the Conmpany's fixed and vari abl e operating costs
and yield even mnimal profit to i-world s investors. (See, for exanple, The
Econom st, "Ceorgia Country Survey" dated August 2000 and attached hereto as
Exhibit A and the US BISNIS Review of the Georgian IT sector included as
Exhibit F.)

The Ceorgi an popul ation- urban as well as rurally situated- is strongly
(95% in favor of the provision of Internet-ready conputers to Georgi an
school chil dren. Equally, 92% of the sanpled popul ati on- 5,934 househol ds

t hroughout the country- stated that Internet-ready conputers and affordable
access to the Internet were critical to the country's econom c, social and
political devel opnent. (See also Exhibit B, "1999 Statistical Yearbook of
Ceorgi a" published by the State Departnent for Statistics of Georgia, which
details the nost recent official statistics on Georgian tel ecommuni cations
and educational facilities.)

There are no regul atory issues that would delay the inplenentation of the
proposed Project. i-world' s Georgian telecon | SP partner, SANET, presently
hol ds all of the necessary CGeorgian |icenses to provide |SP and

t el ecommuni cati ons servi ces;

The existing, basically Soviet-tinmes tel ecomunications infrastructure is
hi ghly unreliable and often incapable of providing basic tel ecommunications
services. The existing infrastructure would, however, be able to handle the
i ncrenmental denmand of providing Internet access to i-world s proposed
Communi cations Centers in the country's elenmentary and secondary school s.
Dial -up capability and/or leased |lines are sufficiently available for the
Project's |limted purposes;

The market survey denonstrated a significant demand for conputer education
and English | anguage instruction in the school s;
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8) Wiile the Georgian government is conpletely supportive of i-
world and the M nistry of Education's objectives, the
government will not provide any formof financial or in-kind
assi stance to inplenent the Project;



9) The seriousness of the current energy crisis, anong other
factors, effectively precludes the operation of the
Comruni cations Centers on a for-profit basis since electricity
can only be "assured" for a few hours each day.

10) The Mnistry of Education provided conpl ete cooperation
toi-wrld and is conmtted to the Project's
i npl ementation. Total transparency prevailed at al
times;

11) The Project received the enthusiastic endorsenent and ongoi ng
assi stance of the U S. Enbassy in Thilisi in addition to the
support and gui dance of the Georgi an Enbassy in the United
States, particularly through the efforts of Georgian
Anbassador to the United States, the Hon. Tedo Japardi ze.

12) Based on the overall results of the Feasibility Study and,
particularly, the results of i-world s Market Survey, i-world s
shar ehol ders have determ ned that a) it would not be feasible
to make an equity investnent in the Project; and b) the Project
does not, at the present time, constitute the basis of a viable
conmerci al enterprise.

As set forth below, i-world is recommending to the Georgian Mnistry
of Education and USTDA that, in light of prevailing econom c circunstances
and other factors, it would be inadvisable for i-wrld and its sharehol ders
to proceed as originally intended, that is, to undertake the project as a
commercial and for-profit undertaking. i-world is also informng the
M nistry of Education and USTDA that, in order to carry out this Project,

i -worl d managenment and sharehol ders have formed a new non gover nnent al
organi zation ("NGO'), The Transcaucasus Foundation, Inc. (the
"Foundation"), a not-for-profit and Internal Revenue Service ("IRS") tax-
exenpt, 501(C)(3) corporation.
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The Foundation's Board of Advisors will be headed by CGeneral John
Shal i kashvili (ret.) and the Chairman of its Board of Directors will be
former United States Congressman Jack Buechner. The Foundation will feature
a highly qualified executive managenent team and a Board of Advisors
conpri sed of prom nent American businessnmen, educators and forner politica
of fi ce hol ders.

The Foundation will be the vehicle that executes i-world' s |Internet
programin Ceorgia and, subsequently, initiates activities in Azerbaijan
and ot her countries. The Foundation's objectives, primarily the Georgi an
and Azeri "Internet in the Schools" prograns, will be inplemented by U. S.
and | ocal managenent with the close participation of each country's
respective Mnistry of Education and private sector Internet service and
t el ecommuni cati ons providers and through a conbi nati on of governnental,
conmer ci al and foundation financing sources.

i-world anticipates that the Foundation will proceed as follows and
will commence its activities in CGeorgia inmedi ately upon the
conclusion of its initial funding requirenents:

0O A US -led managenent teamw ||l have the responsibility of
i npl ementing policy initiatives set by the Foundation's Board of
Directors and will oversee all expenditures. The inclusion of |ocal
managenent is essential and will reflect Georgians' experience in
the Internet and tel ecommuni cations industries. (For exanple, there
are a nunber of very talented individuals in the Georgian Internet
sector and their involvenment will be actively enlisted.)



E The Foundation's expectations and definitions of “success"” wll
be realistic, relatively nodest and relevant to the uniquely
difficult circunstances in which Georgia finds itself today.
Qovi ously, to successfully inplenment any effort in Georgia and
el sewhere in the Caucasus is conplicated and will involve the
resol ution of nunerous inter-rel ated

As a single exanple, the managenent of SANET, Georgia's primary Internet Service
Provider- particularly George Kashia its Managing Director- is conprised of unique
entrepreneurial and nanagenent talent.
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political, econom c and social factors. i-world anticipates that
there will be very real limtations on what the Foundation is able

to acconplish- notw thstandi ng good intentions and | evel of
avai | abl e fi nanci ng.

As noted above, i-world has received the conplete support of the
Georgi an government, particularly President Shevardnadze (and the
President's Ofice) as well as the Mnistries of Education and Foreign
Affairs. The Georgian Enbassy in the United States, headed by Amnbassador
Japari dze, has been ingrumenta inprovi di ng on-goi ng assi stance and support as

has Georgi an Foreign M nister Meningarishvili. The Georgi an Arbassadors to
CGermany and The European Union, respectively, Konstantin Gabashvil! and
Konstantin Zal danatisvili, have also offered their enthusiastic support and

assi stance in the proposed inplenentation of the Foundation's objectives.

The managenent and sharehol ders of i-world are particularly
appreciative of the efforts of Mnister of Education Al exandre
Kartozia and Deputy Mnister MV adimr Sanadze. M nister Kartozia and
Deputy M ni ster Sanadze provided i-world the Mnistry's total and
unwavering support. Their dedication, under the extrenely difficult
circunstances that this Mnistry finds itself today, should be
recogni zed and commended. i-world has not encountered any
difficulties, whatsoever, in maintaining total transparency.
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